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4\'"'7**Uﬁwﬁﬁ§ﬁé%“25;/1965 President Johnson announced at his news

77" conference that program budgeting was to be introduced into the
entire federal establishment. "Under this new system each Cabinet
and agency head will set up a very special staff of experts who,
using the most modern methods of program analysis, will define
the goals of their department for the coming year...This program
is designed to achieve thfée major objectives: it will help us to
find new ways to do jobs faster, to do jobs better, & to do jobs
less expensively. It will insure a much sounder judgement through
more accurate information, pinpointing those things that we ought
to do more, spotlighting those things that we ought to do less".
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July 1, 1965
NUMBER 3200. 9

Department of Defense Directive

. i

SUBJECT Initiation of Engineering and Operational
Systems Development

Refs: () DoD Directive 3200, 9, "Project Definition Phase, "
3 February 26, 1964 (hereby canceled)

! (b) DoD Instruction 3200, 6, '"Reporting of Research,

l Development and Engincering Program Information, "
| June 7, 1962

! (c) DoD Directive 5500, 10, "Rules for the Avoidance of
! Organizational Conflicts of Interest,' June 1, 1963
| (d) DoD Instruction 7045, 2, "DoD Programming System;
| Procedures for Program Changes, "

i January 29, 1965

f (e) DoD Directive 7045, 1, "DoD'Programming System, "

~ . October 30, 1964

! (f) DoD Directive 4105, 62, "Proposal Evaluation and

.‘ Source Selection, " April 6, 1965

; (2) DoD Directive 7250, 5, "Reprogramming of Appropriated

| Funds, " March 4, 1963

|

| I.  PURPOSE

!
This Directive establishes Department of Defense Ppolicies
governing Concept Formulation and Contract Definition in
the initiation of Engineering Development and Operational
Systems Development (herein called Engineering Development)
of major projects.

II. CANCELLATION

Reference (a) is hereby superseded and canceled,
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APPLICABILITY AND SCOPE

The provisions of this Directive apply during the Engineering
Development by Military Departments and Defense Agencies
(hereafter referred to as DoD Components) of items meeting
the criteria of Subsection VI, B. For items that do not meet
these criteria, the provisions of this Directive are optional,

DEFINITIONS

Concept Formulation describes the activities Preceding a
decision to carry out Engineering Development, These
activities include accomplishment of comprehensive system
studies and experimental hardware efforts under Exploratory
and Advanced Development, and are prerequisite to a decision
to carry out Engineering Development,

Contract Definition (formerly referred to as Project Definition
Phase) is that phase during which preliminary design and
engineering are verified or accomplished, and firm contract
and management planning are performed.

OBJECTIVES

A, The objective of Concept Formulation is to provide the
technical, economic and military bases for a conditional
decision to initiate Engineering Development,

B. The overall objective of Contract Definition is to determine
whether the conditional decision to proceed with Engineering
Development should be ratified. The ultimate goal of Contract
Definition, where Engineering Development is to be performed
by a contractor, is achievable performance specifications,
backed by a firm fixed price or fully structured incentive
proposal for Engineering Development, Included in this
overall objective are subsidiary objectives to:

l. Provide a basis for a firm fixed price or fully structured
incentive contract for Engineering Development,

2, Establish firm and realistic performance specifications.

3. Precisely define interfaces and responsibilities.
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4, Identify high risk areas.
5. Verify technical approaches.

6. Establish firm and realistic schedules and cost
estimates for Engineering Development (including
production engineering, facilities, construction
and production hardware that will be funded during
Engineering Development because of concurrency
considerations).

7. Establish schedules and cost estimates for planning
purposes for the total project (including production,
operation and maintenance).

POLICY

Organizational Conflicts of Interest - Participation in
Contract Definition by competing contractors will not
bar their participation in continued Engineering
Development under the organizational conflict of
interest rules contained in reference (c) and in the
Armed Services Procurement Regulation (ASPR)

when two or more contractors are used in Contract
Definition., In cases where Contract Definition is
conducted by a sole-source contractor (see Subsection
VI.F.1,b), these rules will not apply because the
material generated during Contract Definition will

not be used in a competitive procurement. However,
such rules will exclude a contractor from participation
in Contract Definition if he has performed, under
Government contract prior to Contract Definition,
work which has as a primary objective the generation
of a statement of work for Engineering Development
and the prior contract specifically stated the exclusion.

AEBIication

1. All new (or major modifications of existing)
Engineering Developments and Operational
Systems Developments as defined in reference
(b), estimated to require total cumulative
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RDT&E financing in excess of 25 million dollars,

or estimated to require a total production

investment in excess of 100 million dollars,

shall be in accordance with this Directive unless
specific waivers are granted by written approval

of the Director of Defense Research and Engineering,

Z. Other projects may be required to be conducted in
accordance with this Directive, in whole or in part,
at the discretion of the DoD Component or as directed
by the DDR&E,

Concept Formulation

The experimental tests, engineering, and analytical
studies that provide the technical, economic and
military bases for a decision to develop the equipment
or system will be accomplished in the Concept
Formulation period. Conditional approval to proceed
with an Engineering Development will depend on
evidence that the Concept Formulation has accom-
plished the following Prerequisites:

1.  Primarily engineering rather than experimental

effort is required, and the technology needed is

sufficiently in hand.

The mission and performance envelopes are defined.

The best technical approaches have been selected,

A thorough trade-off analysis has been made,

The cost effectiveness of the proposed item has

been determined to be favorable in relationship

to the cost effectiveness of competing items on

a DoD-wide basis,

6. Cost and schedule estimates are credible and
acceptable,

(S I - PR 8
« e e

Technology Advancement - The key criterion in the
degree of technology advancement permitted in Engi-
neering Development is the level of confidence in the
pProbability of successful development, It is not
intended that a system will be limited to an assembly
of off-the-shelf components. It is intended that the

4
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technology that is required to meet a system specification

not exceed in quantitative performance that which can be
demonstrated either in developmental form or in laboratory
form, Projection into Engineering Development of anticipated
developmental achievement will be permitted only when
sufficient quantitative results have been obtained, in laboratory
or experimental devices, to allow such projection with a high
confidence. In general, these projections will assume the
probability of Engineering Developments matching but not
exceeding laboratory results,

Initiation of Development - Conditional approval to proceed
with Engineering Development of an item meeting the
criteria of Subsection VI, B.1 will be formalized by a
Format B (see reference (d)) signed by the Secretary of
Defense., This Format B is in response to a request

from the appropriate DoD Component for initiation of
Engineering Development, The request shall be either

by memorandum to DDR&E or, if required by reference

(e), by a Program Change Proposal {(PCP), The request
shall be accompanied by an up-to-date Technical Develop-
ment Plan (TDP) submitted in accordance with reference (b)
and containing a plan for the conduct of Contract Definition.
The TDP will specifically address and highlight the accom-
plishment of the prerequisites of Subsection VI, C, including
references to, and summaries of, pertinent studies (or
experimental hardware developments) together with any
other information required to substantiate the achiévement
of these prerequisites. The Format B will include approval
of or modification to the proposed plans in the TDP and
designation of a source selection authority (see reference (f)).
The request from the DoD Compomnent, if in memorandum
form, must be preceded by a PCP needed to introduce the
item into the Five Year Force Structure and Financial Plan,
Related financing requirements will be processed in accord-
ance with reference (g) and other applicable established
procedures,
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Conduct of Contract Definition - Contract Definition M

shall be conducted in accordance with the following
fundamentals:

1.

Participating Organizations, In general, the
interests of the Government will be best served

by using industrial organizations for the conduct
of Engineering Development. Normally, in-house
iaboratories can contribute most effectively to the
irxploratory and Advanced Development efforts and
as technical directors for, rather than by conducting,
Engineering Development, It is recognized that
vxceptions to this policy may be necessary; where
necessary, such exceptions will be authorized on
1 case-by-case basis,

a4, Contract Definition by Competitive Contractors,
Contract Definition will generally be conducted as
a DoD-~financed effort by two or more contractors
working in close collaboration with the DoD
Component having development responsibility,
A fully competitive environment shall be
established, with the competition in terms .
of concept, design approach, trade-off solutions, '
management plans, schedule and similar factors
as well as overall cost, Competition shall be
maintained until negotiations for a satisfactory
contract for Engineering Development have
progressed, in the judgment of the system/
project manager, to the point at which competition
is no longer required, It should be recognized
that negotiation with one contractor is permitted
and sometimes desirable. Competitive negotiations
(and the resultant contract) should in no case be
based exclusively on cost,

b, Contract Definition by Sole-Source Contractor,
In the case of major modifications to (I) an
existing Engineering Development project or
(2) an item already in the inventory, Contract
Definition may be conducted on a sole-source
basis by the contractor responsible for the
predecessor item, provided that competition
is not feasible or desirable,
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c. Contract Definition by In-House Laboratories,
Contract Definition may be conducted by In-House
Laboratories when they will perform all or most
of the Engineering Development effort. Contract
Definition in this case will include all provisions
of this Directive except those relating to a
competitive environment and a fully structured
incentive contract,

Request for Proposal for Contractor-Conducted
Contract Definition,

A Request for Proposal (RFP) shall solicit a Planning
purpose proposal for Engineering Development and a
firm proposal cove ring the contractor's effort during
Contract Definition., The RFP must communicate fully
the DoD's intent and, based upon DoD definition prior
to release of the RFP, delineate system parameters
fully, identifying those that are mandatory and those
which are subject to deviation. It is essential that

the RFP encourage alternatives and stimulate initiative
and creativity by the contractors. The RFP shall
include the information outlined in Enclosure (1),

Coutracting for Contract Definition,

It is the intention of the DoD that each contractor
will be fully compensated under the terms of his
contract for his proposed work during Contract
Definition. Any action that suggests cost sharing,
such as prior announcement of funds available for
Contract Definiti\on, shall be avoided, Contract
Definition shall be conducted using fixed price
contracts, It is the intent of the DoD to reimburse
one or more of the Contract Definition contractors
for key personnel during the period from submission
of the proposal Package until award of a definitive
Engineering Development contract in order to
maintain the cadre of competent, knowledgeable
personnel., These personnel may be engaged in
assigned tasks, such as refinement of specifications.

7
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Total System Trade-offs.

Trade-offs should be used to obtain, within the
mission and performance envelopes, an optimum
balance between total cost, schedule, and opera-
tional effectiveness for the system. In this context,
total cost means the total cost of acquisition and
ownership (development, production, deployment,
operation, and maintenance); operational effective-
ness includes all factors influencing effectiveness
in operational use (such as ''pure' performance,
reliability and maintainability); and system includes
the hardware itself and all other required items,
such as facilities, personnel, data, training
equipment, etc.

Specifications.

The specifications which are developed during
Contract Definition should be performance speci-
fications rather than detailed design specifications,
In general, performance specifications are preferred
for Engineering Development because detailed design
specifications severely limit the latitude of design,
engender contract changes, and require excessive
precontract negotiation, The policy of requiring
performance specifications as an output of Contract
Definition is not intended to prevent contractors
from studying proposed designs and including
detailed design information in the Contract

Definition report.

Proposal Package.

a. As a product of the Contract Definition effort,
each participant shall submit, in accordance
with Enclosure (2), a complete technical,
management, and cost proposal package for
the Engineering Development.

b. In the case of contractor conducted Contract
Definition, the type of Engineering Develop-
ment proposal preferred (for firm fixed price,
fixed-price-incentive or cost-plus -incentive~ -
fee contract) will have been specified by the
Government,
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c. Proposals for incentive contracts will include
specific incentive features based upon guidance
furnished by the DoD in the RFP and subsequently,
Incentive guidance typically will include the
relative importance of cost, schedule, and
performance; important milestones; and
performance parameters upon which incentives
will be based.

Contract Definition Schedule.

It is intended that the contract period of Contract
Definition will require no longer than six months
with three to four months the norm, Further, it

is intended that decision action required after
Contract Definition report and proposal submission,
including full action on any required PCP, be
expedited, with the objective of a signed definitive
contract within 18 weeks after submittal of reports
and proposals,

Contracting for Engineering Development.

a., Source selection processes will be governed
by the provisions of reference (f). The
authority for the source selection, both in
choice of Contract Definition contractors and
choice of the Engineering Development contractor,
will be designated in the Format B which gives
conditional approval of the Engineering Development,
Source selection for Engineering Development shall
be based upon proposals as injitially submitted in
order to stimuiate the best possible proposals.
Technical data ordered under DoD-financed
contracts which specify experimental, develop-
mental or research work and which are obtained
with unlimited rights may be used by the Government
after the Contract Definition proposal packages are
submitted, Therefore, the negotiations referred to

in this paragraph may include negotiations to improve
the final product by incorporation of desirable features

from other Contract Definition studies to the extent
that the Government has unlimited rights in the
technical data describing such features.

Approved For Release 2005/092117 : CIA-RDP78B04770A001200070008-5



Approved ﬁf' Release 2005/02/17 : CIA-RDP7SBOﬁ0A001200070008-5

b. The contract for Engineering Development (or
the contractor portions when Engineering
Development is an in-house effort with some
contractor portions) shall be executed in
definitive form prior to initiation of the
contractor Engineering Development effort,
The contract shall be fixed price or incentive
in the order of preference as indicated in the
ASPR., v

G. Actions Resulting from Contract Definition.

I.  Whether the conditional decision is to be ratified
after Contract Definition depends upon confirmation
during Contract Definition of the technical, financial
and schedule factors, Therefore, as a result of
Contract Definition, the DoD Component will make
one of the following alternative recommendations:

2. To contract for the Engineering Development
based upon the proposals received.

b. To contract for the Engineering Development
by an alternative source, provided that source gt
has met the objectives of paragraph V. B. and,
further, provided that selection of the alternative
source is in the best interests of the Government.

¢. To continue further Contract Definition effort,

d. To defer or abandon the Engineering Development
effort.

e. To undertake further Exploratory or Advanced
Development of key components and/or system
studies,

2. The Program recommendation of Subsection VI.G. 1.
above shall be by memorandum to DDR&E, unless the
provisions of reference (e) require a specific PCP
document. Related financing requirements will be
processed in accordance with reference (g) and other
applicable established procedures, The recommendation
shall be accompanied or followed within 60 days by an
up-to-date TDP. OSD will act on the recommendation
by memorandum or Format B, as appropriate, to the
DoD Component,

10
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WAIVERS TO THIS DIRECTIVE,

If a DoD Component considers it in the best interests of
the Government to waive application of any portion of
this Directive to a specific project, the reasons for the
waiver shall be submitted to DDR&E, DDR&E shall have
authority to grant waivers for all provisions of this
Directive that are not specifically reserved to the
Secretary of Defense.

DETAILED GUIDANCE,

The Director of Defense Research and Engineering will
provide more detailed guidance in the form of a DoD
Guide for Contract Definition,

IMPLEMENTATION.,

Fach Military Department and '‘Defense Agency will
implement this Directive within 60 days and forward
three copies of each implementing document to the
Director of Defense Research and Engineering,

EFFECTIVE DATE,

This Directive is effective immediately.

Secretary of Defense

Enclosures - 2

1,
2,

Information in RFP
Information in Proposal
Package

11
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INFORMATION IN THE REQUEST FOR PROPOSAL

FOR CONTRACTOR-CONDUCTED CONTRACT DEFINITION

It is essential that information be included in the Request for Proposal
(RFP) on which potential contractors may base high quality proposals.

Both technical and managerial aspects of the proposed Engineering
Development must be considered thoroughly in the RFP and the resultant
proposals, The RFP sHall include, but shall not be limited to, the following
items (except as specifically exempted by the DDR&E):

1.

2.

9.

Mandatory requirements based upon approved program guidance.

Results of prior studies (including feasibility, cost effectiveness,
major trade-offs, operational analysic, logistics analysis, etc.)
deemed necessary for adequate background information for the
contractors,

Criteria against which proposals will be evaluated, and their
relative importance in general terms.

Outline of the Government's plan for system/project management,
including identification of pertinent Government organizations and
communications channels within the Government and between
Government and contractors,

A network showing planned activities, information submissions,
reviews, approvals and decisions for Contract Definition and
Engineering Development, indicating their interdependence

and approximate time phasing,

A work statement for the Contract Definition.

A specimen work statement for Engineering Development.

Documentation that will be required during Contract Definition.

Details of the format and content of the proposal package for
Engineering Development,
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18,
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Incentive features desired in the Engineering Development
proposal, including relative importance of incentives and
specific schedule and performance items that will be subject
to incentives.

Statement of the Government's requirements for system/
project management.

Quantitative reliability and maintainability goals and
demonstration concepts.

Concurrency considerations, production quantities and similar
information provided as a basis for schedule and cost estimating
purposes,

Identification of specifications, with any waivers or deviations,
planned to be written into the resulting Engineering Development
contract,

Required documentation during the Engineering Development.
Mandatory subsystem breakdown (if any).

Government furnished equipment,

A request for other information that the DoD Component
requires,
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INFORMATION IN THE PROPOSAL PACKAGE

The proposal package for Engineering Development shall contain but shall
not be limited to, the following items {except as specifically exempted by
the DDR&E):

L. A list of each of the end items required for operation and
maintenance.

2. Performance specifications for each of the end items.

3. The work breakdown structure for Engineering Development
as a whole (primarily oriented to hardware or product rather
than to function); the statement of work in the proposal and
the resulting authorizing document will be itemized in accordance
with the work breakdown structure.

o’ 4, A PERT network plan for the Engineering Development of all
items contained in the system or subsystem on which the
participant proposed indicating events that interface with
the work of other participants, In addition, a planning and
decision network for the period beyond Engineering Development,
including production, operation, maintenance, training, logistics,
and deployment.

5. Principal objectives and features of the overall system design,
including recommendations for its operational use based on
operational concepts established by the DoD Component,

6. A recommended plan for maintenance of the system based
upon maintenance and logistic concepts established by the
DoD Component,

7. Detailed cost estimates for the Engineering Development (which
include cost estimates for the items of the work breakdown structure)
consistent with PERT/Cost; together with planning estimates for
the period beyond Engineering Development (investment and
operating cost for five years, including production, operation,
maintenance, etc,).

1 Program Evaluation and Review Technique
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A milestone schedule for the Engineering Development consistent
with the PERT network and validated by recycling the PERT
planning process, together with planning schedules for the period
beyond Engineering Development (investment and operation for
five years, including production, training, maintenance, etc.).

Quantitative reliability and maintainability specifications for
the system and major subsystems and proposed test plans to
demonstrate their achievement,

Time/cost/performance trade-off decisions that have been
made with respect to major alternatives, including subsystems
and components, and backup information showing the operational
and cost effectiveness of these alternatives,

Required new designs and technology, if any, and a proposed
test plan to demonstrate feasibility, including justification of
the decision that existing designs or techniques are not applicable.

Foreseeable technical problems and proposed solutions including
backup efforts, if necessary.

Other problems that could not be defined or resolved during
Contract Definition,

Technical specifications and performance requirements for those
items of system and subsystem support for which early Engineering
Development is required (such as facilities, training equipment,
documentation, etc.); and analysis and delineation of the remaining
major aspects relating to system and subsystem support (such as
logistics planning, spare-parts planning, etc.).

Delivery schedules and requirements for data and documentation,

Proposed schedule of production engineering and production tooling
with relation to the Engineering Development, if appropriate,

2
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17. Participant commitments for managing the.project including:

(2) Planned participant Project-management structure and
organization,

(b) Key project management and technical personnel by name
and experience, together with statements of responsibility
and authority for Engineering Development.

(c) Management-control and cost-control techniques, including
reporting procedures,

(d) Make-buy subcontracting procurement Plan and gold-flow
implications, if any,

(e) Facility requirements, if any,
18. Developing agency-participant coordination networks.

19. Contractor proposals on the specific features of an incentive
contract. (This arrangement is considered important because
it will permit the negotiation of targets and incentive patterns
into the contract while competitive proposals are still available
and furnish the basis for incentive pProvisions in the contract).

20. Specific reference to those Government specifications requiring

waiver or deviation, including a statement of such waiver or
deviation.
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